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1. Al N RCOMENDATION S > 

econnend il~ons "!/ 

Z, W, cmeds autl no n Support~Fund 7Gra~ntWeome n a i r izti anEconorni'c 
f $7 to (~~a rThe Gant~ee 'illjbe the' Government of, Grnada~mii~o' 

4a~in(LOY tho6"h the, Ministry' 6fFihnne, PJlahnin Trdea 

of Ocoe 193Yresuited~ in a ribge (of gove'rnment~in- Grenaa., The rn 
-~~~I~ th in teri~ 'G'&~~ e n gan I~42:. 

~ 

priat inetetciae Its'concditionalt supported~'structural
 

~Yre fo rf in-Grenadal'! economny. :c 


essentialsevc, improve commrcia ban liudt,andennanceth 

1~ 

sin~ nAysof18,cniud support for 'the~objectives~specified~ 
SIn the first agreemnt an raee'e m Lo Iincluide economic piolicy~ 
SChangjes dircted towar~ds privatization of~state-owned :assets,,t 

T~,~lbraIza~ion of' lipotrsr i emvlfpic n 
domne'U. 'and ipre goods dismant ing of t t m~t&nonopoies, riemoval ofr. ; .'' 

Law,~whi on ~~r'ioa cnrl1) psdacitrs rates.'"'TeGGhsmd 
laCal0,,rorLs inec ppicref orm 'area, adi adito as:'effo a 
ston 'com itfhe to fisa ~'Howeven hegvenmntscf~r 

stdJ.,fall 'shorL' of chieviny fullyteeooi support program1' Svojectives.'',t 

IN2paceu of' economic rformuist be viewed in tne context" of~ ~<
 
~ Grenada's changing'political enironment. TAhe 1nterim G'overnriin'hfwas,'
 

1replacbd i-4Deepber 19834 The has
with ;an: ectd goene ,ichange
~jbroyliL new-~dcisiops makers :into the .economic, p~blicy dialgue 'and :a ~ Y., 

r(27orderipand ;c arlifiaLion, of -pribrities in the'GOGs econonkc, policy
7W gend'-" 'Although~the new yoverH'ment i~s 4still injhe process- of A

K~ttr~csoliati4 it poicai positi on' and defling its economi srtegy,;j.VA 
the overll idiifection 'ah{d'goals-were. affrmned .inQth6 Api 1985"EBudget." .~ 

eu ITji' S~cin orit Led "th n administraion to' rest'ructur&-the , 'l~ 

,,,c.~oniy to-prbmote domestic and, foreign' private 'investment, and toi reduce 'j.zwj' 
LI1)2s f:governme ntIand "d rect 3art icipation in'economic activity. ~ ~ ' 

he leadership's ob~jectives 
positioni in 'the4'on-yoing 9,',comc~poiydaou. 'However, the 
commi trient has tnot been-i f'olw'eci with irimedia te implemntation, decisions ~' 
to ~date. .he~ Prm iitr is, hesitant tt6intrddb an eeded . 

T~ new are \consistent iwith ,the U.S.~'1, 

',. 

re'bmstoopid ,wihuenown he costs andbenefits of chane 'v;;~ 

11_Lis concered 'hcatany attendant economic ol further 1 
aggrava~~~u ysrou nmlyetproblem.'ear Fromi the G0L 4, 

'ds~ctos 

G's44
 
_J~rsic'Live, evn teinporary deterioratLion in the empomn situatio
 

http:srtegy,;j.VA


C9Lstabilzing a you'ng an somewhiat frag1i.e, pdr imentay. dJemocracy. 

j akivny .nLo acCduint, GUU~pol'icy -,goals and\ concern s as' well' as ~---~'6%U' gai ass ~~e objectvs'Mb~p~~ an add inal, economic- -pport. Urant~(ESGs-m .III) for' I95hh wouldicushiqp initialpifl
 
r'w.. -effect's of. reducing: goverren' "role i ni he economy, includin
 

Sshort-term rEeenue losses~resul ting ,from tax reformf actioi 'Thswl
 
assist IieGOG t~o undetake diffiA~uit structural-,reforms wIthod't _;_
 

.Wi4repa'rajbie political damage. The 
 proposed', assistance' will"facilita'te' the, on -going- economic: policy' dialogue with the GOG-~>that~ the, economic and hel'pdeosrtreorm encouraged in the policy dial'g~ a, vr h 
~flid
- um 'term,~pr d 'a more solid fonaio frachievi'ng luny-term -- -- >growth'aindpo ,~al 'stability. J'c4' 

I'h prpo wilsd E~w11prograii ~iLprovide "'balance of pa'ymen ts
and b~dgetry
7<17 support~througd Thr'hoomic St~iliz'a'tion Grant 'of $7millionp in gyrant funds'. , The, fu~nds~will' be disbursed ini the three 
.>-- tranches of.$ milo,2m n and $2, millionv to a&IGOG -designated


account in the Lastern Caribbean ent rlBn~ QBwl, h
C* 
_deosit ,the, loc~al. cirrency"-eqtjivalent of each UJ.S. dollar disbur'sement. ir

Oaccou~ntin~
a admestic financia1 inte~ edaydsgaedlby~ toeOirectur 'Uener'ai- of th'e Mibhsr o Finan loa dOreiary dTshea 


equivalent 'of 4.3jpercent of the fun~ds ($3UUUOU)' will be, tranhsferred by
the GOG to a special Trust, Fund Account to be used-exclusively 'Qnda't
AID's discretion~ for operating expenses of the 
ID programii reada. 
 - -



r Now. LhatL an eece venntis in place in-Grenada, it is
 
importan forJIth S. to reassess our assistance'relationship. We share
flf U G 

"'~"""~oo~npolitical,' security, andiecono'mic objectives with the government

of G2in-da n we have &vested' interest.in'continuijg to support the
 
nIation building and democracy building.poesudrway. Economic
 
recovery anld growth are essential to attain these objectives, but are
 
depenuent upon fundameiftal changes in the economic syte'.
 

'tie, Interimn Government began the conversion from' a planned socialist 
~jW..*economnic system to one guided by market forces and competition and 

' 

more
 
open economic~relationships with the outside world. iPrime IMirister,>

Ilii has indicated ih public announcements and private discussions that
 
hie agrees in prirnciple with the need for private sector-ledgotana

reduced role~for the public sector.dgowhana
 

The maynitude of. the changes involved in' the ~restructuring of the
 
Grue adiai i conoiny is dramnatic!-, Thus, it is imp'ortant to 'recognize thatA
 
it is'nuitI'ir possible' nor desirable to complete the adjustment ina
 

-short: period. 'In our~ judgement,, it should tie thc goa'of an'
 
.lristituionalized 3 year 'economic recovery anid developmentst'rategy. We

cTaninoL ovur-effphasize,the importance of beginning the program anid of

a~nnouncingj Jts' principal elements,' at the earliesifosl dat. The
 

'n~u~mnt'has a mandate to enact, change lg that will be
 
inc'reasingly difficult, to enact as the Deceme 84 election' consensus
 
'recedes lint embe 
(akgoud
 

Mltfouyli Prime Minis t.er blaize~already has initiated important~

actions to siuaepvteinvestment and to reform the publ'ic service,


ndpblic ices, ,he has ben'r ctant to embrace wholesale n' 
 .\ 

reform comitmuiirents of the Interim Government that' he feels 'could result.... 
Inl social djislocations. or political outcry. We must be-sensitive to 
thuse concerns, and the' strategy proposed in this paper r'ecognizes the 
sovereiyn) riyht of the 'Uovernment of Grenada to make .national decisions 
af'fectingj their development. At the same time, we al'so recognize that 
withy total AID exp~enditures estimated at 25 percent' of total GOG 'spending'
for 1985Y,4AID is-a'major jpartner inthe development process. 'Thusthe
 
straL(.,(y proposed involves systemiatic dialogue from the beginning of the

decision'Imaking'process anid, in combin~ation with our other assistance,

~*~-encourayus the UOU to articulate its longer range development approach
arid to' take- the- remaining policy actions needed for 'Grenada to become a
gjrowing,-'market-oriented country. 

- ~ We have a uniique opportunity; to :participate in this process if 'we are
 
successful irl the dialogue and are 'prepared to "provide Grenada with~
 

~<s'ignificanL- Levels of conc'essionary assistance. ".If the newly elected
 
yoveirincti is to provide essentia1 'services and 'the. puiblic infrastructure
 

~'~needed to iittract aridsupport' private 'investment, assistance~additional
 
tI 'arayp anne or Grnaa w i Ibrquired. Th spaper'
 

- ~"'m~<assesses, the neud 'for, a Db5econ'omic structural adjustment grant
Ys>y* bpportiu of Grenada's 'economic recovery and development..
 

4-' 

I 
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T h e [~conomy in the, Early 1980s~ ~ t 
'~~ln tLhe 1980-1984, period Gr'enada' s economic performance hai reflected 

t poi~cltrOI Fiyv .dept hs many of the
 
~ ~>Wcaraceristics-of the econ'omy are simiilar to other OCCS countries. Th
 

economy t.s smrall-and Very open ,Aith imipor~ts approxi~natel y equivalent in

value to GDP. A shortage In domestic sav ings i s compensated for partly
by privaLe transfers rmtoew'~hv mgae The foundation of 
the economy 1, export crop production:' baaante oo n mace. 
Government' is large and has accounted for the'bulk of investment in 
recent years. ,Since the October 1983 rescue'Missibri, anidespecially
since thz? Decemrber 1984 elections, th~e governm ent has attem1pte'& omv
the teconomy's, emphasis from non-market tomrewith e dnoye-ve 
attracting 'foreign' investment to increase outpu t and provide-jobs. This 
has y t to bear fruit. 

VI 

'.A. Production and Employment: The Productive Sectors 

Grenada's ecpincorny averaged a low 2.6 percent growth per year in,,;98.1- (s e TLble 1). in,1983 the economy dipped (primarilybecause oft.-ho 0ctobee intervention)' and 1984 saw lpss than one percentgrowth.
Agriculture, the largest sector, has not experienced two years of 
conS istent cIrowth since 1980, and t he sAlle ise true'for all other sectors 
twiLhfitheeexcept ion of governmenL selvices, the s'ez-rod largest sector. 
'11,he conomy's two productive sectors besides agricillture-manufacturing 
and LdUrism-have performed poorly over the peri'od' largely from a lackofenc uaenent and thle poor tnternationa]limt.Uepomn 
appea r.,, to hav e c4lie d overthe fou r yea rs, an d now presents government
with --n important social problem. 

' 

1. Agriculture, which employs about 41) percent of the activeiabor force~, makes the bulk OIE its 21 percent conitribution to GDP in four 
radional crops: bananas, cocoa, nutmeg, and mace. These crops

accounted for about 60 percent of domestic exports in 1984,' the majority.
of~>the remainder being fresh However, production and) fruit exports. 

exotahv be ertc nrcent years for numerous reasons: 
Iidcn a geing plants (especially cocoa), inadequateIng wor ld pr ices, 

extension and other support services, to name but a few.0.' Production of
aLl four crops is below 1979 output levels. With carefully cra.fted 
government polic~ies and support, however, Grenada can much increase its 
hrannaexports 'in the me~dium-term and look forward to large increases in 
its preinium'cocoa production three to five' year's hence. 

2L Al though an~ideal tourist destination from the standpoint
ofnatural beautytoursm(ie ,itsproxy, hotels and restauranits),

!"c,~Y~' less than to GDP and emly ieclls thlanont'ributes five percent 
three percent of the activ,e'workforce.. Trurismn has stagnated not only'

"41+ ~ from inclement exogenous factor's, but a'lso from domestic p'olitical and 
a socia l instability The resirgence of stayover visitor arrivals in-1984 

' 

masks the roa 1it that thle former included many busine~ss visitors in for,anrrl'short' stays;, this' raL-ity is demonstrated by the rnere"5' 
perc-entL increase in, hotel1vaue added',-com~ipared'to a nearly 20 percent- -
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A 	 A 

~ ~'ncrasen sty ve i lLP',rialetween-. 980.7apd 1984, the -nurpber. 017 
,~~~~Yjiiiroms cdecJined., precipitously,frbrW75~t ~0.afr atal


ta' destroyed thi (aread beach Hotei. Pr .esent-sdpplies of power and water atepoy~iy placeiiL6,t4dequately support the exist,n::hoes a~n~rnd 
< iputa tion' among 'travei agencs as' a tourist :site ~is not 'lowing, as ~a result, ..A2'boon tdursto £shasbe 'teitrainlarota Point Salines:


j~Wv yLt fully &omnpletedrimost international. carrier's 
not
 

are awaitin~g assurances of 
suf'ficient'tourist arrivals to initiate regular service. 

3. Manufacturin , at just under .3percent of GDP, is also only aMarginal employer: barely' 3 percent of the working ppujlation'. Manufacturing
ias declined, primarily' due to the lack of goverrnment's encouragement and the

Scountry's poor infrastructure. In spite of a(l'bw manufacturingstarts since. 
'jL~ 	 October 19834 and numerous visits by foreign-~(particularlyU.S.) investors,
only onelforeign' investor- has an established facility in.operation after 18 

months .' Governmnent'attitudes are~more positive since the intervention' but

factory'sheJls are fe,noindujstrial park exists, the investment approval
prdes'is c mbersoine,:and elect'ricity unrealiable evng~eithe existing

demand.' The minufacturing sector is simple incha racter, primarily including
*~assembly or production of wood products, garments, building materials,~and,
food and7drink 'products.. The market isjar'tydmsiwhteecpin
 

of' garmebnt. production whose 'ventu~re into the Trinidad market was cut short by
Trinidad's-Itrade restrictions. 

t4. 'Construction has exhibited the most rapid growth over the 

1981-84 period,''primnarily a ref'lection of construction on the new
 
international airport. 
 btili, with work on the airport down' in the final

quarter' of 1963, and with resumiptin of work late in 1984, construction
 
dropped 	sharply from its 1982 high, and grew slowly in both 1983 and 1984. ' 

.5. Gr ,,ada'seployment data are too poor to give an accurate*picture of trends over the past: few years, -but the' fall-off in production inl!)83 and 1984, compared with 1982, suggests that productive employment fell.
1iI'aaddjition, the pace of labor' force entrants has been so rapid that
L1Ul1mploywent--Lby whatever definition--must have increased. 'l~n this paper,
WkUutses a 'round eiirof '3U percent for unemployment in Grenada in
11384/85, a figure cited in the Prime Minister's April 1985, budget address. 

ii. 	 Unu.-houlal be cai'erul; becauise of~definitional questions, in co'mparing 'this
high ~rate with countries outsi~e the Eastern Caribbean, but most observers
jcidye Grenada's unlem~ployment to be high. Whatever the current rate, largenuwbers, lof net entrants to the labor force in the 1986-90 period pose a
burious- problem. 

...a-'. 
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'reds nCOmption+i investment andi~d7 ving, 4., 

GrIehnada,consistently spL)ends more than,the economy produces on
 
consumtion'and invesLment (bee~Tabe6 1), and Gren'ada's resource balance
 
ha's b n 30-50.percent 6 [,GDP in recent yea'rs. 'In part, this stems from
 

consumptionr shares of expenditure that have beernas high as or greate~r
'than GDP, and partly it reflects very high investment-to-Gte ratios. 
Inhvestment has been between 70 and 90 percenitpublic in the 1980 8
 
pe rIor], largely a ref~lection of the pro-public sector approach of the PRG
 
(1980-823) and acontinuation o f the ai rport (198 4) Inreal terms,
 
private investment dropped by a total of 40 percentbetweent 1980 and
 
1984, and public investment shot up by 75 percent. Private consumption
 
grew, i~n real terms, at about 1.5 percent per., year, compared t.o the 2.61
 
percent annual~GDP growth rate.
 

Grenada's economy has not saved successfully in 1980-84 (except
1981), and' consumption has consisten- Iy exceeded GDP,. mneaning~ that I 

~inve.-tmen. has been f inanced externally. With the exception of a dip in
 
1983, private transfers from abroad have grown steadily, helping pay for
 
tnvesirfenl. The. other important element, of course, has been loans and,.
 

grntEroin abroad. Public sector savings haegenerally benlow, and 
have be~en more than outweighed by private domestic dissavings. 

C. Money and Credit 

Fromf 1980 to 1,983, credit t~o the private sse:ctor,,ncreased by
only 9)percent reflectin'q a very tight liquidity position of the bank and v 
lo-an Ilevels of pc ivate sector activity. During 1984, the-government
reduced its-, net IndebLedrt ss with, the banks by using ESF, local currency 
counterpa--rt to liquidate approximately 24 percentage points of its
 
speciai deposit requirements. This reduction', coiwbined w'ith increasing
 
deposits by the public in commercial banks as confidence in~the economy
 
improved, ha;3 allowed the banks to replenish netforeign reserves and
 
deve lop exc'ess liqu idity positions. As a result there has been an
 
expan~sion' 6F credit to the private sector largely for consumer durables
 
and vehiMcles By 1985, sufficient domestic funds are available for
 
'.1undinq through the bank Ing system, and bankers in Grenada indicate that
 
thieir IHquidit'y positions'are high.
 

1) lFxternal Accounts
 

Grenada's economy depends heavily on the world economy for 
'consumer goods, intermediate producer goods, and capital investment
 

imports. The value of s'uch goods imported each year, in fact, is as
 
lam~e a3, GDP, and exports~of About 30 percent of GDP ar~e expected to help
 
pay for t hese 'imports. The2 balance of this gap between production and.
 
consumption of tra.ded goods is paid for primarilyb ors anns
 
pr Lvate transfer n(] freign capital.*iyytorseang,
 

4 ITiecurrenL account of the balance of-payments registered>
increasing deficits in 1980-82 (see Table 4) and only improved in -1983-84 
psoucst&"'zhk economic uncertainties affected investmnent anldpoitcl 

prodlc t~r1,v,,,r, du'clng demhand 'Alth'oughithe downw~ardin' for" Imports. ' r 



I-en n exports, cont Lnue d'h~ough 198 4,'an increase in tourism eanig~jpr~vaLand r Lransfer -ept the 'current ac..ountro worsening thtyear. 

'M,ast.maj~ ityof Grenada's merchandise export's "are, 
ag icdtuaLdand, as~described in the discussion on agriculture above, 
~av~delie~'hecen t years. Tesrgle growth sector-end one which
 
am''~Iounted to about one-.third of merchandise exportsAin1984--is fresh
fruits, mos6t of which are shir'ped to the large Triri'dadmarket. 

Al though Grenada has been fortun~ate in receiving a significant,volume:o f official1 grants over the past few years j the country~also 
~borrowed h 6av ily to-finance capital imports for the public sector
inves~tment program. External. debt servicing obligations'remajnedthroLIgh~l 984, -but 1985 much larger 

low 
repayments f loan aid6rc.sso 

[MF borrowing begin. The debt-service ratio will peak at 25 percent in 
,1985 an dt hen i8~ expected to 'fall off., About one-sixth of the 1985 debt'~'payments,, are to cover arrears on shortern orwigfom Liby and the 
GDR,. and1anothe'r importan t element i.3 short-trm non$-concessiona1 
airpr-tated brrowing from a British Efi., 

~.th) P; blicCsecto 

The1Public sector ",'~share of available resources, was 41 
peorcen t in 1984, 26 percent of consumption and 88 percent of investment.
'Mir, i a smalL reduction compared with 1983, when the public sector 

har(,wca*.:3aot4 ercet~n.-

Recurrent budget revenues have been a growing share of GDP in
the 1980s, in part a reflection, of chang6. in the tax system designed to
h1)-,p~cojver the mou~nting share of government~ expenditures. Puablic savings
imrpoved in 1982 and 1983, but a sharp increase in the~wage bill (23
percent) and in interest payments (50 percent) nearly eradicated the
suL(s in 1984. Public saving is budgeted to turn harply negative inrpur

1985 because of tax cuts and large spending increases. 

Improveme-nts i n public savings in 1982 and 1983 coincided with' 
"I I~l primarniy in the public sector investment program (PSIP) in198 -83, pirilinconnection with the new airport,,.,and average annual

cptLspending was two-and-one--half times the 1980'level. A registered
drop in 1983 and 1984 occurred only because of the effects of theintervention, and PSi:P spending will go beyond the 1982 level in 1985.
To pay for this investment, 'the GOG borrowed heavily on non-concessiona. 
terms in 1981-83; 'in1984, borrowing dropped significantly, andwsme up for by an increase inr~gant fina'ncing. hs'oncmn duea maen 

~~ ~ this~ l'atter half'of~the d,:cad&, will severely strain-governjent
i~n,-nces.' A depressing aspect of the massive past outlays on public 

.>~ 

iqo investment is -that forfuture growth'Lo'occur, much more 
-- '- L-nvew9fmen L in infrastructurewill b~e 'required. 'a' ' 
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~ TestaLe''of- Greinada. s, economy argues f'or quick disbursingfinan~iaatvassi~stance,, If the U S is to see its 	stakeinriGrenada'sit,001:1 1 a1 and economic future protected) and if Grenada seconomy is~(j~oiny to (nake a, smooth PO-Icy. shift. to ywowt,V~led by private investment 
-froi. domhes tic and foreign,-sources The 	magniude~ofa&sistance're qiiredOver: tvehe next threyears (U985-87) is difficuilto predict. However,1985, the assistancex 'ired is justifiable primarifJ bnbbIdgetary,nlot 	balance of' payments grobunds. ~ 

B~. 	 'Lalanice of Payh~ents A~nalysis 
Uueto its inembership' in the Eastern Caribbean currency "union,governrnents cf the UECS 'states (including Grenada) e'ssentially ha've no11onetar"Y po~licy tools at thefir disposal. Local currency fthe EasternCar'' bbean dollar) is issued, by the Eastern Caribbean Central Bank (ECCB)only in exchange for foreign cur rency earnings of individual me~mber~states. , 1y statute~ the LCC[3 must maintain foreign exchange asset
&iveraye Vor at least 6U per'cent of all currencyin circulation and
demand liabil~ities; coverage is currently running about~75 percent. Thiscurre~ncy system~, which operates like a modifiedigoia standard, precludesdiruct'gove-rqment control of the money supply. /At the same time,'

I'Clearly', 
 depletion of international reserves in the ECCI3 
can 	only ome if
coutris 	 ~rin thir oney supply to close to zero. Foreign,-.chng"shoi-taye" 'ina given country, thus, manifests itself in slow money.5upply growth. 
 Th~is monetary system guarantees that even the ability to
survice externial public debt is directly a function of individujal.tyoveri meti L s~abili ties to capture sufficetlclcrec res toco0vur drlit o6'igatio~ns. Local currency r~evenues come either: from 
'revenues,' domestic borrowinig, or 	

tax 
' 	

external assistance. Consequently,2 	 fibcai policy is the major macroeconomic tool available to Eastern
tGdribtjean governments'.
 

V 2. LBalance or' ayments 
labl'(' 2 illustrates basic trends in the balance of payments

1 ,~- slice JlIUU. The currentL standard of living anUl the current level iofys'j,',~ investmnent are maintained by an extremely high ratio of imports to GOP.~"'~:~ thu growing resource gap 	(total domestic spending minus total domestic
2" pr'produ'tionl) has been financed by significant remititances from abroadl, and'-"
grarits and loans to the public sector,by 	 to carry out its investment~ 
.Mrhnie0r~r ~~~~~~' eprts and :tourisr, have remained relatively

V... 	 stagrLt, while, imports have fluctuated in line1 with Movements in the 
* 

li investment' pioyram.jitJllic sec'tor 



Udet~urioraLionvcompa~red with,1941,primar ly be ,ause~of; asurge~ in imports. 
iL export nces.In fct dt~ accountbedeficit.urrent 


?o' ine IWyhe to83 ieV~Lssof an the i'1ncrease over. 1984 :W
 
K~K~is' expldinecirby tiholnp i investment-related imports. in :1984' that ~
 

.'W:re s. t.dIfron Liepo t-intervention ,Thiatus in the public sector,.
 
> in~vestrflent: piroyram.'- Fortunately'' the increased imports in.1985 are
 

1~~~&AJargely covered, by nc~ea'sesin, project54eraed exteinl captlgrns
 
O'~n, the-other h.anId'' however~ 'a~sa i6rs~n eenl dtbt4ayment~ 
 ,. ... 

buiaiosi-18 due Uiey totall vailability of resoucs~n the 
capitlccou~nt,; and tthe governmenit mustleither, increase dohestic 
reenes(constrictinig demaid brsek external budgetary support. 

. 

1nl985~, ;renada~lacks US$&,millibn. in foreign exchange to 
brinyi Lis external: payments, projection into balance (se Table" 2). 
Withuut " this addition~al' fud.. rlaedcoslAtotepul eco 
inve'-s mhL priogram, eitherciia inrsctre elemtentpui be 

4('> delayed Lor' th oernment will-be Unable to make pamns~neternal 

deDebt 

I~~ xtrdable 3 stjnvia rues the' external' debt situation from 1980-1985..... 
Lxtrrnl debtnance oi Sa lioni80t $48.2, million in194 

largly othfiancPoit Sliles Arpot. udgetaryjdifficulties 
" ', resulted in arrearages.on debt payment of'US$1.7 milflionin 1984. Even 

though Lhu large i1nflow of' official grants since the intervention Thas 
financed the Ideficit. and stabilized the level of etraidbthteb 
hab placed an increasing burden on the'economy." With nonconcessi'nal 
loans a'nd '14 payrents'due this year,.d bt service will be $10.5 million 
w..~hich is uqual to 25% of exports of'goods and nonfactor services. In FY'

7.'DO u~9xLernla reources will be necessary to ensujre that' the GOG can 
~cover, cr1itical; recurrent otasand poetrledexpenditures, 
thereby; luaviny fun~ds to mIn~t its external debt payments to the 1MF and 

.oOluwr tcrcaJLors in a timely manner. 
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Table 2
 

balance of Payments

(US$Millions)
 

19bU 1982 1983 1984 1985
 

(est)
 

Current Account -13.3 -33.7 -29.0 -20.0 -28.2 

Lxpurt( of buods & NFS 39.6 38.2 39.0 42.2 42.5 
of which tourism (2U.1) 17.3 (14.7) (17.3) (17.7) 

Imports ut Uouds & NFb -60.3 77.6 -74.3 -71.3 -80.8 
Factor Lurvicus (Net) -2.2 -5.3 -4.5 -2.6 -2.4 
I ransfc,%- 9.6 i.U 10.8 11.7 12.5 

capita1 Account 12.9 34.0 26.7 20.7 26.7 

Privatt [liveStlmunt - - - - 3.1 
Uffic il Ljb'rlts 12.7 16.7 12.8 25.2 36.1 
IJuljti- IurHOwillg 1.3 9.5 14.7 5.2 -0.2 
Other (ic. terror) -1.1 7.8 -0.8 -9.7 -12.3 

UvuaLl Halalce for Financing -0.4 U.3 -2.3 0.7 -1.5 

Fitlanli ILj 0.4 -0.3 2.3 -0.7 1.5 
IMI - -U.9 1.2 -1.2 -2.5 
LLIJ 0.3 U.8 -0.5 - 

t iUle 0.I -u.2 1.6 0.5 
tJniinumced - - - - 4.0 

I_,'Ijsb [JumusLic Product 65.0 81.U 83.0 86.6 96.7 

(Items as % of GDP) 

('urt'unL iAccnuiLt Deficit 20.5 41.6 34.9 23.0 29.2 
1111J uLf' FUUS and NF 92.8 95.8 89.5 82.1 83.6 
UIicial 1'dr iL 1 .5 32.3 33.1 35.0 41.3 

aiu Pul.: IHio'rowifg 

.jUUrct: 113lb, Lcolorlic Memorandum Gr,,nada, May 10, 1985 
wilh A.I.D. Modifications 
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TIbIe 3 

External Debt 

(US$Millions) 

1980 1982 1984 1985 1986 

Year-end External 
Publ : Debt 14.4 33.7 48.2 47.7 --

TbtaI [Vb!. Service 1.6 2.4 5.5 10.5 8.5 
/AOurtizaLion 1.1 1.5 3.3 8.1 6.3 
Int(.reUt 0.5 0.9 2.2 2.4 2.2 

Of which: IMF Financing 0.9 1.4 1.7 2.9 1.8 
kji)rt izat ion 0.7 0.9 1.2 2.5 1.5 
InL r, t. 0.1 0.5 0.5 0.4 0.3 

Ar rear.. -- -- 1.7 0.9 0.9 

(Items in percent) 

Ibt:A ! (dol.outLandincjGDP 22 41 55 49 -
),ift.sorvic,-:;/ 3 3 3 6 11 -

I)4) 5,rv ice/Export ,;of 
Q)(Ad2- and Nf.'S 4 6 13 25 



~ prsenedGreaa~ Ap 4 6, -1985, 'budget speech. includea< 
US$1 3 fi1 E -onun I r 198 5.fnanced. isca gap fo"r calendar year 


AppoxmatlyUS$. , mllioo,this was not. included inU..or IR 
projections before >the budget was released. 6 Firs t , he government made 
repat~ed stateens in Janua'ry-April 1985 toRDO/C nd6 Embsyofficrs.
that the Blaize government was looking toward .a batancedor slightly 
postive recurren budget... Ultimately, the recurrent budget showed a
 

de
million above our estimates (seTbl 4).Second,,
pr~jncipal payments on goverrimenb debt turn'ed out to be US$16 miilion,:.i~g Finally, h e ..governmen t, budgeted .US$.I gher, than originally expected. ~ai;te&,rr~~bugtdu$.'K'K: K 
miliobh ore&in local counterpart to donor-fundedinvestment projects 
thaan oniinally anticipated. 

Ili 13earlier estimateiof, te uninanced gap, covye ov.ternme nW N 

- continuous consultations wiith us- represents -an atmtbgoenntto
 
Ai6d to reasontable increses inspending, tgtem by state in
 
1985, JIb &subsequent, Caie-prvdbudget contain~s spendin~g 
 6. 

increases and,'revenue cuts that the6 country cannot affordat presen~t.

\lbis i particularly true~when(6he cons iders. tha t th'e'governmient:cannot
 
take on additional debt if itiwishes tctreduce 6debt-drvice ratios below
 
Lhe dangerously high 1985 lee E2 ecn fexport earnings. 

IF the,,government is willing to 'par e spending for, 1985 below the 
Leve Iproposed in the published budget, and is~willing t o6 do-so without
roducnq essential services and6 essential inputs to cdpitalpoet~w 
betiove the proposed USW million in budgetsupport issufficient to meet
priority needs of the economy. The following discusses the main.> 
c.mpo.ents of the 1985b.bdget and indicates how th.e governme.t can narrow 6 

;~~~ ,... ~al.r :,;.je ts we; ..the gap. 
 6 6 

Table 4: Revisions of Grenada's Central 
- ~Government Budget 
 6-

6. 6~666 66(tS$,Million)666 

666 1985-1/ 19851/ 6 

RcrentL Revenue 35.1 35.2 . 

Rcurrnt6 Expendi.ture -35.1 .37.4. 
666RecurrentBalance 0 
 -2.2 
 .6 .666 6.66

S
 .. Aorization~ Payments 
6 

-9.46666 6A 
6-6 6"7.8 


Fo'A'rca 1.Gpft~a IExp)enditures -4.4 9Th2 66 

Fi666 6nancing 113.3 20.96 

~ 6 Budgetary6-Assistance 6 2.06 2.0 . 

<666.6 Gross Domest icBor rowing, 1.6 1.S.66 

6
~ 6Unfirnanced Gap 6 ; 8.6 17.3,66 6 66 6 66666666 

H Bu d et, 
6
as,, 6 discussed p i-,-o mid Ap6666,95 

66K '26)6 Bu~dget as revealed in April 26,6(19 85, budge t aprvdby binK> 6 



~~~~ Te Budget i 1985? I,Y.< 

.though the~approved,1985
fisciY agp df'US O.9T"mIlion", of which US$17.3 milIlion iS ufnn'e 

~ Al< Centra 1kGovernment buetishowd 

:,theeis -much. '_ro6r,"cutting inhdividual budgeteeens. r alyi
Andiates -thatL a us$7!"inilon, ESF program- coirbind~~~ S O. 
Inilion xri'bre reduction program i-s sbfficient t o s ethe GOG
throuigh a reasonable spending program ih 1985. 7< 

~e_7b 1985 b'udge't's overall gap of US$2'0. 9 mhillion'i~sthe resultofincreases- -in' some cases la-rge--in every major spending omponent1 (see,
AppendixB for a detailed d iscuss ion, of the budget). Recurrent spending

Sis 1pi6.5 percent (serMble 5),, twiceas high-as the rjce
perceninominal GDP growth, rate. Part of the incr'eases a re in; essential,
'items, such,.as normal increases in~purchass.of ,goods and services 

K ~expecte,,-annually." Howev r the wage, b ill,Vwhich accountsfr~both~ 
of recurrent spending , is scheduleid L rise~y 16 per&cent. Gvernient' 
has, s atp~d~4Ident plan a, general payincrease, gqivefi _he'nearly12' 

0percent increase in 1984, ,6nd the, butdge t'docu~men t reveal's that 'the wage
b i 1l.1.ncrease will'.come largely from i hcreased emlo' ei h adition,
purchas- oE goods and sevcsb ' hscalsevcemnsres (e.g.~~ 

AlA' ' A'.."NAi i , % ! 3 + ++ :,i! !+ 
1 AA +! -i 'heatkh, 'educatio~n) Js':-,.ated'tbdrise. ! ? .A+< +;, + i! : ;1 hseincreasest fthe'rmnL ei con: omid+ 'g+wth,;' ': . " N +! , Ji +! ; Aqii; t-clearly 'cannot-payfr 

A+i , 
AAN.A.N' 
h.' . A ' ",i'. 

i + 
-

A !% + n westrongly~advise: ! thtaprtinoi , + ! N!+- s +;i;ithes+ :,; i : ' ! , 
N + ] !£ 'A +7 +i+ !!A +!!. .~proqraina ssistance bt+e ,N N+ i :, + ' + + '' ~+ + , + ! i +'' '' ++ 


.'ALN!,.. A '1 I F l !'+ + ' .
 

t ied t 0o nlye.sni1 recurr'en'spe n itms ! '+? 

,,, 7 ; , 77, , AG 

capital sending in, the&1985 budget alososalarge
'Increase "Amortization outlays are up-nearly,3 0 ecn vr 98,a
<7currently bud 'eted. TIhis is -due partly to IMF, epurchasesthat havecome

Clue th)is year, partly to a'rrearages"on debt fromi'1984,, anid partly to the 
need to begin repaymients on other non-concessiona'debt items.,Th e
country's aftra ,ivenesr, to external investors~clearly~hinges to someetnonteability of th o tnettdelwith thb' g tins in 

T3 o Lher large capita spending item is the public sector 
ILnvestmen t program (PSI P). AlthoughJa.A!N..4AA.'Ne. nN r es!! eI.:J!b mth'e bulk of the PSI P.. idonor-funded 

' , ... . . .. . ..'AA .-Al-,N>A. A +I'A7?:D¢7N+.7, '.,.-xon concessionaL terms, the govermentmu~st provide- counterpart '''inA 

the projects. As is usuall1' the case in QECS countries: theN PSIPA 
tomost of 

N Apro6A' ions for, the currentAA7A~yea'r'overstate what wi1la'ctually Aoccur in
the course..oE the year, and includeprojects for which financing isnot'
YeAy,identified.' Those pro jects,"that' ar~non hwvrae important,
an d a lack of available governmeiit financing, for ~i'ts~share ofl,the 

I'A 

Sprojects will 'only hbld up 'critical elenients,'of, orely.needed
lnfrastructure~and discourge nvstment in prdcieenepie'
t:hereby h indering eooi~rwh 

N' ~ .~.. NAN.A N ' ' A . ' ~+ p + i . .'A UAn d edA++'A.............., ..AA..l 


..1i...NNA ... ..,,+;++:+ ++IA iila a re'++:A+ NN'+++ n++ o f l '+ 7+h 
.. .. . sA . . ...... A.AA~bA.~ 'A '' ' ' ~ A A' AAA.A"+; "r ';++n+ '.A', 1'.44 ,++ 'Al +-++,i + + ++.,u=++++'? 

++nA 44A' ,. ''+ 
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Tab1e 5: ihe Budget 

(US$ Million)
 

1984 


32.3 

Recurrent Expenditure -32.1 

Recurrent Balance 


Recurrent Revenue 


0.2 

capital Expenditure -28.7 
Balance Before
 

External Project
 
Support -28.4 

External Project
 
Support 25.2 

Balance Before 
Principal Payments -3.2 

Principal Payments -7.3 

B31ance for
 

financing -10.6 


1985
 

35.2
 
-37.4
 
-2.2
 

-46.9 

-49.1 

37.7 

-11.4 
-9.4
 

-20.9
 



2; &-iosingL -------- -the-Fiscal-uaD-7'' 

L.vetY 'With Uhe provision' of ~US$7 1million~in 'budgetary. assistanceOrhd'I government?~List, either:cut budget, items' or must
dJ;nrsei'ts revenues.If the, pubilshed 19;85 budget'is to~adhered to. 'The"iAab~oitin oudinvolve increas ing taxes btorroiwing,;dom6stically or
Cexternally., ihe first obption-is extremely, unl'ikelyia's!is thel last;*
'jion aborrowing the !o~en nt11had, 'entttai noteA has stated WJt n '"neran inrecent, coversations with Governmient officials we; discussed several'~approches toclsnte remaining' gap Table 6 -summarizes hobw the gap

inefilled. 
2 ( 

4The'%overall f'iscal gap of US$2U.9'million Will be reducedto US$17.3million i1th.(aY..the.US$2 mlillion'Third Tfanh6 'of ,the~previous programsupport. yrant' and (b) anticipated domestic bdrrowing of t)S$i6 inillVoffrom the,'NatLilonal Insurance Sc'heme. The ~provisibof nad~o~lU4<)''million in tthis proposed f~ollow-on 'budget supor gr'an afuternreducs,

tilegaIAOUSlb3million. t s easonable that goIvernmer It 'sh6ud~
reduce.~recurrenv spending by US$2.2,Miiioi,!ito bring spending~in'
line.


with re6current revenues., Local capital outl'ays should,.be: easi1yi reduJced
by'!US$3.1, million because Some proposed'projects for 1985,hv
h ytto'7
find external2 financihy. anid countrpart,will thus not .be ,required .7 We,
expect the' governmnrt 1 to continue' its, rescheduling' program;for "it& debts.Lo 1-ibya 'and 'the, GLAi, and this will, save: a1furthler. US$2.8,million. 
Finaily, 
W2 Understand that tegenmet;as come to ani.understainding
Withv'Pie'ssey regarding annual payments' of 'US$1.2 million, which -will'be 

*i' pushed into- the future. -,I-
. 

If these actions all occur, the government's fiscal'gap will be:essentially cl~osed.' PIrior.'to dsuemnsoth
S proposed proyiim, assiLac /AID will ask 

cndtranche',,,of this
 
the government, to 'pr'ovide a
miore precise' statement of how the gap will be filled. We',expectithat


ALuenL 'to retJlect the 
.

approach outlined above. . . 

isI sTdble 6: losing the Fiscal Gap in 1985 

(US$ Million)' 
i 

LbU; 11l i(3rd 'Iranche) ~ ' s2.0 
'i 

"isi DOt(stlisI 
1.Borrowing 16'
 

Iisnbn 17.3s 

22skjue eurn.Lxjjendi Lures i. 

i is.'
 

Cpialsutays3. 0'j, isu~ 

<~->,koselidule 'LbaGiUt 

, 2 8 ~ ~'ii 

is~ ~ 1~s.~s', c is, 'wisis4 d e s is is 

'ississisf-~ "~ id~ alis ~i~is~iis~'i'isis.;'s'sis 0.9 si 

6 

i's'i~~ 

~ 
ssssi~ssi 

sss 

http:should,.be
http:revenues.If


7_7 Ou ye r- F~ innin-eqiemnts

Prjcin~h public~'' 'seto buge of186 adffcl 
. e44 I'4rc, '~ 'i"e a r4;4y7~ '-4,- ut 4h f . c f-h f s a' 

S-"'rJtine'hiecpu blc'sectt ofv i Tabldifficultbudget attempte 

assumerciopabotuayth fenurnctbalncei 'lmete cafitefl caabo effth 

reform'irs~f~htthe,r -governiment will undertak lto rtsh earl th
 
< ~ a s -. em ef cn el-dddavsr
assumption h ,n'iu6,~oet
 

thTd e ailseof telecurnto iu~t " we 1-jaesoattempt inTal'e 7 to aSses
 
wilaiobugt Libyancinmilliobe reuieGdR annSterlivn certalint
 
abbumtionSechoud, the goerment balchod itmn ofotalcapitaledn 

assumtoesn ial eleensTir, will orschedue thethe governmentunetk 

generate recurrent savings in 1984 and 1987, an effort- that will depend

heavily'on a combination of austerity anid cost savin'gs in recurrent"
 
expenditures. It the government is successful, at least US$3 million
 
will be required eacth in 1986.and 1987.
 

termstructural ancing deficits that may be incurred under A medium ' j.j stvrucetua 8,justinent program are by no means guaraniteed, however."ter 

ThegovrnmnthA\,,two logical source~s to turn to: the U.S. 'and~ the
 
IMF. Early in 1984, after assuming office, the Interim Government,
 
canlcelled the existing, though stillbhew, EFF arrangement With the IMF.
 
Since its electionjin late D984,4 the IBlaize government has reject'ed the
 
IMF' option for 1985.' In discussions with the IMF', AID and the IMvF have
 
'agreed that so long as AID can continue 'to grant' support to' the
 
gjovernment, this approach is clearly superior to a Fund-solution, because
 
of the- much-needed revenue-side fiscal reforms. The IMF agrees that were 

the government forced into the IMF option--either because of4 the need for
 
support or to faciLate debt rescheduling--the fiscal reforms would
 
almost certainly-be delayed.
 

RD=0I agrees with this assessment and urges 4that,, given the 'key

importance of the fiscal reforms as one component of overall policy
 
reforms' designedtto encourage a market-oriented, private sector-solution 4 

to Grenada's economic problems, Grenada should eschew the IMF option at 
7k,,,.~ least through 1986.'. 

44 
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Table 7: Projected Budgetary Financing Requirements
 

(US$ Million)
 
1986 1987
 

Amortization Payments 2.5 3.2 
[M. 1.5 0.7 
Other 1.0 2.5
 

klcal c(apital Expenditures 4.4 4.4 
'Ibtal Capital Qutlays 6.9 7.6 
Fi nancinq 

R.Icur rent Ba lance 3.9 2.8
 
D)omoi,;tic Borrowing 1.6 1.6 
Un financed 3.4 3.2
 



----------
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V P RAG-G-	 -i- -'-----> iTT 

clrowingtLhe October 
4--Lnttial "round of program assistance-- Economi c Spo tGran LII,(ESG )-t

teGovernment of Grenada.' Although, the,'pace,of eve'n~s pr'ecluided a
careful assessmient of- the complex set of'policy-change~eurd.to move,J 	 the'-6-c4onomy-oard market-oriented, pr'ate sector-4edgr'dwtfiithe 

>

qualitative'-directions that were',then ''ons4idered necessary Thnd that.
 r Iemain valid today), were clearly revealed i4n the scope anidcharacter of'-


Fo-: 	 1983 intervention, A prpvdv an 

2ithe set of conditins rvESG I. y hes'ecinditjons also were: cnsistent
with,,the express desire of the inteim gVernment to'niove, toward amore 

'

free and open society in both' the politicalkand the cormireIs 

44,4-"1S - ,rant, -for exampl~e;-i q4 -	 included conditions precedentLprta Lning to:. a),libe'r'dliz Ition~f-h oaiainof agricultural>. 
mlarketLnqnassociatioiis Lio -shift, con~trol to the farmers; (b), prep 'rat bnof background wJorkexpected to lead to divestmenttof publi c enterprises,(cjrationaizaion of the public sector investmeth budget~; (d)plans. for 4 

hegapbewengovernmient expenditure
the quidelinesEor 4prMvti~nvestment; and (f) reduction, of public sector 
demands on domestic credit. , 



cloinj 	 hd'irevenue; (eY review: 

-444, 

~ In.June 1984,,a task force was dispatchd~t Greit~inaajopefr
 
a compc 

-

hens ive assessment of economic poicad intituGrenaalo,~fm

conditions, and to 4determine wThat policy recIorrnmendations th,e USG'should 



- makeLoi the COG., Many of the policV issues raised- in'the task: force 
-

4-report4-were alIreaidy elements of the continuing dialogue. between t.he USG
Leam in Grenada and the interim (bvernment. -47j 

44 h ehtask: force concluded. that the four classes of public,oconom L c poicy--inonetary policy, fiscal policy, fore'ign trade and
'4-<4--~ Oexch-ne pol icy,4-and stLructural econoi~mc policy--each contaied elements 

thtwere appropriate for a governmen-directed ec'6no~ but -~t for a 


-44picc-d irected ma4rket economy. .Fu 4rthermore, the pace-of, tLhe transition 
to a, market (,coomywould be governed by the pace of4 th 4ermoval of th4ose 4 

pal icy impediments to the ma4 rket det~etrmination of. prices.4 --- 444 

The Executive Summary of th'e task force report identified4 
policy imedmet to private invetet and production in each of 'the, 

-- p impedimentsv 	 nes422 men ig inesmn. 
mngeen;(txaio,2. Fica 'expndiure	 bdgi, n 

t- pea 44-,ie 4a' pr4eivs me t svn n
 
4rdcln 44wt~scosmto.
 

3.444 -4 erme 	 4 s ,suo ,a t 
ari tht 

e sfc s
ha o o i 	 444rh
have l'tterea4-n't4am,p ic4g744444444-e 	 hepovsono

critic 
 4 -4 

iC, rctr scha
 

roa an4-wrg and- wae sytes 
 was s4riul akn 

in 
 quantity.' 44 44-4444 

1.l 

4 
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Financil markets in which price, (theintrsae.a 

'UrecL	Di; yjoernrnent control; of te prce of a myriad of~ 
goo6ds: and SdrY±5es, without serxu ~~irc~t 

6.~L~13roarni restrictions n the mov~emiet of goods and' 

-i'K24 uos~cond,LF, yrant supported -teprescription recommended by
tht- L~jsk (urce, and t'hose 'remedies :should b'cnidie conti~na±n' 

, 

anld stronythfr'iiing or"the pre iihry,,cures Urpscinder LSG ' .The <2citi~im precedent tO 	 'Jscr~ensi~~Srnce ho~yer were 
sinii"livL more spec.Lfl&.-an those o 0,,rdcso"gat

reflect d tu~growiriy -cepu~ nerstanding o the economyand its , -<
koblums, gaine-d throu~htm by AD anq-the -interim governenrt. At this ~-- -stage 'of Lh' vufrthe 4 U-e" asitance grogramk

both yov(rri~t wa te&teH nosYbascqnecessaiy changesQ needed to '
 

reirc theeconomy. A corollaryobjective,,waS-tpepr-ea'conducive 
-. environiient in which the 2new governmPent could lbeginiimeitl ~ 	 ~its1/ >~~-

-	 y'economic recovery efforts.,-4l.hus ,the seconTd SGpog was structured to 
s 	 j 1.. 

efftO~liintiy~functioniny, sys em of markets. Thsstpt which~ 'th'e 
,r 

- ~ ir)L'J U government comimitte& itel ingh ba reemenht,~ inclded- the~W~ W

'i2'e~'4vejiopmenU) t fa.pa o n nta ieteto

ruitjnb~r ofariuua l endvetmetpriases;~
 

Lueyel~opmefli of a plan fordivestmernt of~Grenada Farms 

uUIriSSion C~for'vnite Paper discussingLthe government's- A 

position am- i reformn as, well as, a: plan for r6 frms; 

(4 ritrb(.Uaeselig ury Law) raised; ---	 A 

4 
A~ ~*~~ controls 


lifted; ll 


~~~~5 A~~ ji\ Price-J on certain domestically produced items 	 - 

'A '''; 1 :<,2 
V ~ A'' ' A

1 1  ~' ' -AA ji-vn -A l 

AA ~ t) Li ral zato 0 "nAA cehsin--------g A'AA -r--L§A4-

AAAA4speific 	 goods';~ ~ -

4 2A--A~~ xhnecnrlssbtnilyrmvd
Foe (7) 

-5-~-A'~ ~ There has%~~-Ibe~Ien pr~ogess on @1 ---- seven~- of--- ths esrs
 
We AlhuJ -oenmn -has nt aa , allteenepissi 

of EbU i t-a'tog subsantall 
it 	 -he A~osb e~ha the A 1 AAeyim-A-AAA 

iiVJivsemih e-nberl)1 -ocopk',m aof the petrrie it4- 'Al))iCtins prior'o, DeceberLU 	 eleon o f rgesi IU '5-- -4k

ji ;r' 



Since, the: Jiine1984 visit ofC the tas k force to Grenada, tEhe' 
" 

'hawe b een an extraordinary number of ,policy-improvements. The most 


'' slqnLftcant of these elate to the market mechanism. Pr*ice, controls have
 
removed from'many domestically p'roduced goods.' Most imports~ have 

been liberated from licensing requiremients. The'S ' Deposit Rate
Sbeen 

ecial 

Jevied on banks has been substantially phased out. Exchange controls
 

onhave been significantly reduced. Some 'modest headway';has' been miade 
divestment. Thfe interest rate ceiling has been elevated'sb that it is 

that the real rate of interest is positive. iprnonMing and so 
slated for removal. The quality of the budgetirp process*monopolies are 

has improved and government expenditures seem to be bein~g held,, chck 
fchk,at least at the recurrent level. 

alhuhAllI these policy improvementsya re encouraging. However, 
alhuhthe newly elected Government of Prime Minister Blaize hasI 

i xpressod its strong concurrence with the general direction of thie major 
structural and policy adjustments initiated by the interim Government and 
emiihodied in the coniditionality of ESG I and ESG II, the Prime Minister' 
and his cabinet are reluctant to move precipitously. This view on their 
part LIs niot surprising, but 4the lack of clarity on the new government's 

to the need for continuing the' collaborativepoliLcies strongly points 

policy diaLogue on these issues.
 

4 

. - < i' 4 i:, ii ., "! :,: : ! , i V. :. ! t.
; i 	 ESG !i#<III ~ Yi. 

%i 
! 

I , i ! 44 i<!B. 	Policy Changes Under 
i 5i I;i , 'OV ~ A ;: ''! : '! S 1 ! 

¢!' <! !!?!%E 7 4iz/i-. 4i!! , r L ) ! i iit / %JW '4 '2 '4'i' .,f i:'i ' , ii : Z, iii ,:i ----' 2- g, >3 { )!. iiiL,4 ' 	 4e 
, 

44'44%44-' . '.,'. M~ i 
4i¢

.' ! 
4'
>i' 
, 

i!i i4 ! .~ ; -4- 4'. ''4 
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i~ ~ ,>, t '4 : i ;;. i+' '% ) ;! !''4 ! , i'' !< 
4 ' '4 4~ )! i '. 'i~ ; .i i>.i 4 ! i .! i S[I' - i.] i~ ;' 47' '4 III proposes to support 	and encourage the Biaize governmentI 4o4-ESO S4c!t . z£; 	 ~ireaa;4 ~ 

thArough Lhe next step of policy reforms. The elements of conditionality 
forth below are designed to allow AID and the Government Lto,se 

collaborate in determining the most' effective mean's of attaining the. 
(Y-verfmeflt's stated aspiration of allowing the private sector to be the 

'prime move~r in The growth process. 	 'l-i~ough the reslts of'AID-funded 
'e4nd 'H;ncek	 44n}o-, 	 'oese through regular .. 

'4' sftudies of the s lynificance vof key policy e'lements,1 	
'' 4'7g r itireft{[ 4 ' ' ' 	 a '-'a4 : 

US-GOG consultations on economic policy directions, and4 thr~ough
4 -	 :4'eer:5,: ,

'4vement 	 , 44 : en ou ag g expect 4tostrategizing process, we arid the Government 4'ed'4 cc~~iO-conducted e''.ec 
444iju... ........... 4 4-.i ........r !~ ; . ie a Th 

I"" 

er ', .#

dorive .....the detaiLls of......policy conditionality as the programiunfolds. 

4 	 j' 4--4' follwingareLhe ajo comone T'so policy chan ge on which we have been 

negotiating conditionality for this program assistance. 

L. AID is encouraging the'government to design a comnprehensive 
development strategy, with an initial focus on'setting" 

<K"'-. priorities for the public sector irnvestment programi 	 K ' 

governmenthas stat~ed in its ,April 26,budget address 
'4 ,44l'.44'4~<4 National44 Economic44' council,, consisting of>

< <4The 

'4 1. *s4 that a t 

representatives 'ofUoth publ'ic. and privatet sectorwl 
'shortly be est~blished to poead et gvrnmenwil 

"' 

! '4 'i governmen 	 hens1 4<~''4-.~j~', ~44' ':: '-development matters. '7We uniderstandstrategic economi 	 K el4> 4~.''4 ''"4 '~' 4: 	 1t this wi'll icuean exami'nation of the ub5lic sector 
,,that 

investment pro'gram, with an ey'e to~ens'uring'444 its4 1 ."4 '4' 4',
'4 4odge 	 4 

"compatibility with public and private sector goals. EWe 
4- 44

44 - 4>, ,4 	 "4. 

: s e ro l fv~ 7' - ~ ....... 424
 



4~aloae 6'ftme~gove rment. that thte purpose 
su c nfcimdithrgtb fe . 

~assist ::oenmn n orutt a-policy "environment tht~~ ~~ 
is cons steft with governmentrIs Tharke-oie~rted 

0s.' 

' 

:'developmen~t aim~s. Such~astategjy oud also, weblee 
Aprovide encourgmn-t rvt eco lmns t.hm 

~nd' abroad, who consider~investing in ~a growinlg Grenadian~a 


Lak~e a certinaouintO~madhtisdvlpeti 
ev :n~p wed~,as tie'passes, assumer 

that heNationa'lEconomicCocuncil will continu~e to 
~r~ ~convne t' assessUte strateyiLih fcagn 

its4 evo. vin'g nature,,ie beiev 6hatiLfI h de'pth 
ba~
~~	~exaoiinai6hriCf Grenada1 o~d~1jret~jporEnte 

cosrinswl bofmpotrtant bener4it-to th country. 
According to the yovern ment ,the, ECVWill convene' its~ 

2.~AID~will establish a 'schedule %of regular coslain ewe 
~ ~Qci~i;' AID and the governent to~discuss progress under >the program ~1' ~ 

j--	 '~In",a~note of-MayJ1U from Lhe ministry of~Finance to AID, 
~thb, 'overnment endord the establishment- of a ,regul!ar 
'CoisuiltatUv-e- ,gropc6rsisting of representatives of AID, 
the Embassy, and-the goene :, to2< rprgesomo" 


?economic- policy mat trs~ 
regular, meutings (at leat as -frequjently as monthlyandK~~ 
.1ino~way _,~uig dsuss pns on simiia~ratf
ad hocA 


asLt ~rse) would,proide anopportunty~to exchange ~$
 
.view~s andinfbrmation'.Un important topiofdiscssion
will b e dealso ciioal'it'in I'uftire 
tranchies of'thils",program a'sslistance,,p tiual n-ra 

le e pl i'ystd mintobe' complet~d~prior to the ~., 
yqvenmet dcision~s on steps inplcy",change., In 

~.4 >. connecon with ~sch consultations, we, als6.'expect to 
discuss~governmnt, smontl: ash, fl'oYw reOr and other Q4~~ 

- ' 
-~ 

.--~f reportinyjha dwiil6cometotypes 	 AID from th. 

,~gover-ment underi this program. 

3. AID expects that before -the end of th~e calendar year~the----------------------------~ tL~~ldecdecomprehensive.'
governmen' wionele ~and begin to4.implement, ~~ ~~ 
fiscal reforms~1II. 

-- ]The government~ has promised to enact~fiscal reforms init 
bdt(i addit~ion tothose announced i tne18 

1udgeO , and has' stated Lhat these will be anounced- in 
December ofii1985.2 The decisions on these reformns will be2.jj~ 

1 L86 


1jsdlaglon if i'6ma'ionan ~dvice prov'ided to the 'IA 4 

Sgo ernment 6by the ADfunded fiscal advisory tam now in
V ~ ~AlI~s 	 coditionlty jIV 

reiene inGeaa"ADhsngtae-o 

4 -A 

http:andinfbrmation'.Un
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thaht 	ensures emcniust eev
-htti 


-ubs tan t-iv-ass stance- from-tticOuneratsi 
government7 andtha3t the ievn@t refofm decisions are 

4. AI~il.ug th overnmnent to privatize publicly owned,
non-giutriast
 

Je o'~~7.'~-- te A1-furided pro7fessionais requested by the 
' go-~'~jvernmen't to~assistin, the 'assessment'ofloptions for,


~'~j;s.Privatization~of .government-owned
. h-.gricuitural:
 
' ''~;.+ .enterprises is reportedly: making substantial progress in 

Sieir 	 7.1
 
.enterprises in question. 1 Ji~ jublic-brivate orking < 
'group, on7.priva ization has,,beLhfre c rps 

'work, with the cooperation of government-and ,th	
' 

prlvatizationhoptions to the government 'and their~~ ~ recbmmenations are expected to begin "flowing- at ul
".77 
 'or early iOugust. -C-onditionality.relating."'Lto ,specific

S 	 privati'a.iin 7actions -cannot be, fond unilths 
S recorumenda tions are acted,on byigovernment. 'Thus, AID 	 { 

<. expectsi-to-ics6bborcs codtoait:frt
 
sc nd,a thrtrhh of "this 'Pr'bg am2assistance ywith,
the.government tIhrough ,the''AID-GOG consiiittiv& group over 
the 	coin months.. 7 ' 	 7: 

5.,, AID ilecuaetegvrmntoftestemieh,

investment application and 'appro'val, process ' 

---	 As profearlier :programiassistance conditionality -'the, 
go~~vernm~nL recast and published 7an'ihetosgud!:fr

usb oreijn_ and, dom~es tic investors. s.eeking, Iscal 
'7" '.. 	 , nceitive.,-The yovernme' 
 has 	als0 esta lished-an i:


lndtiai De'velopmient' Corporatjion (lDO) 'to review all 
. 

'7< ~. -'~-'.' .appida~ns6r~ oreiyn investors, and thoseof ~any1 	 '- 7'. ~ 
77 "domes~tic investorswho~seekfiscal benefits. Although 7.7777

thes ot.vr po~tvese investor~have 
7- complained, thait th'7:nvestment'7.review process. needs ,more

'3 	 'peitabiity.,~ Consequently,,'7AlD will i'ntroduce,77-~ conditionlt ino hspormassac..o 	 spur. the 
government to greater.e.fforts~t7'O~faiitbt&'inwestment in
productive 'eterriss.' Thie'precisemheasures to be taken 7'7;77
will be ndeid, insome' ases-, through theInvesten~t 	 ,.7
Pro~motioin anid .Export 7 Uevelopme~nt. .formerly PDAP),project 777 

So'ffi'ced7n (Grenada.' The government is:,Very7receptive"to 	 7'
'~ .mraking Sbch improvemnhts but 7has stop a'short of.
 

'"'V'777'P7'.'7<for. investmenit: approval fiom Cabinet,,to7the lUC".'.,AID dll7 7 . 7

"contihnie46Lopusue his7deleigaLion pcotential inthe.+"' 
 '7
 

7''7. 7'7~17'7'77*7~ prCocess. ' 7 ~~"/.'77..~ 	 .~n(4otiatir 

http:AI~il.ug
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6. AID will ensure that th qovrhnent studies h aiiain~of 	 64ducn i yiti*arkt ret' ~ic
~controls,j imhport ironcpoies, imp~ort licensing requiremrents, and~ 

r cn9 ins, including~ the usury14, price 
t;;hat 	the~govrnmeut"E.akes appropriate aCtions in these areas 

--- Iniveorder to prvd hegreatest possible incentive ,for 
en~re h~ n~~tefficien L1aloctin : Grenada s scarce 

cosdr heef s' th*.ariousin'arker- restrictionscurrtzty jnpace. Insmuh aiil hgoen s uneasy) 
gove niienmnisVunc very-ppon 	 li cy anges in a ml, 

iri6ft reovkeIih~i~igr't: 
no- &'aalhuhsin-iathne 

wr-	 m, du n 

b>en~ fhn;piace iri'985. :Each restrictibn' wa's doubtless
2en6te'd t61.1protect~ some. e ierinL oIf society'- but
 

~ ~7nte-n ina1 experi~e dernonsLLrtes thaita~s iflarket
 
~ - ~ >,condition S change, ,f'inetunirg4ic restricztin 1S"~)burdensomeand ~i neffici 1'sk eeeeLI~ the 

st dmp1 w d:-jhime-to, work~ outidetail's of 

- ~'~'~" programnassistance;~

7. 	 AIDwill encourage,.th~e 9overnme,-nt to go as-far as possible in-''-
privatiz ing the gov rhmeitT' s agricultural, as~set~s ~ -s-

As stated £~n LheAprl 26 budget ;address, governmnent is 
currently "giving serious consideraLionAL6 turni'igov&<government-he6 ld~larhds,t o bona fide farinrsir or'de o- 2 Kw 
assure productive -use of the lands., Cie approach being~ K 
conside'redAs alon Lhe1 inesi oIf models farms in St. 
LuciaAltX.touh w'dlbuly.concur Awi~.h tPe goal of 

4 ~ - ~pr Lvatizaeion -of,,gQ ermn hl a'3r'cut'a' enterprises~ 
~ 'j'--5-;an d lands ' we beliieve ,that:f irther discu sion.,rs required 4 

on whether the S.iui moe~faris op ionji&he _bestE -- ''' 
A?AorGrena da.---~Af\ 

-* 

~8.'A AID will requzire from government a statement on fiscal pudenAe 
and on how the rema~ining 195fiscal gap Awil be filled i 

We ot that a1'thouIgh,'governpenthsaprvd uge o 

-i~Y~~-T-5~--------urcs4-	 are ine~~p1icit i n ~ alable 'do'~nwi1" 
-~~--y: ~ r N qui r e a descri'pt-ion of hobi governmient~ intendsS'to narrowAP- 7 

At ~ 'he existing 'fispa 1 gap. nadiin we Aw ill e3xplo 	 A 

1 
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with the government their provision to AID of a statement 
that limits govcrnment's domestic borrowing to the amount 
contemplated in the 1985 budget address, and a statement 
that covenants government to consult with AID if 
government entertains any non-concessional external
 

borrowing during the course of this program assistance. 

We will also closely consult with the government on the 

budget for 1986 as it i.s being developed in the latter 

part of 1985. 



a'4'~B7K ~ U.S. Illar Wese ' 

7bheUS$7' milion grant will be disbursed~in three tranch 12s. using 
the electronic .unds Lransfer methluu of paymet vD/ whe 

Scondittin's hae'been batisfied for each disbursements -indicating that the U.S.~ 
dollar's should'be ,deposited in the, Eastern Caribbean ceniraiL2Bank (ECCB), 
aa: I'n Reserve B,.ink of, New'York.~ fidtransferuTe requestccount the. FederaI 

a.aI w1, instruct theECCB to credit the GOG'account in ade''iated commuiercial, 
bank in Grenada with the. local currency' eqialn oft~---,dollar
disbursement. The RDO/',ntt6ler's Office and the Al Do,I/f'& Gread 
wfillbe notified by -cable when the electronic ~funds tranisfr, has been 

completed.
 

Under phe proposed program grant, -hCGwl covenant to make r 

avial o eg' xhneirian amounrequivalent to theGrant'to b~e use d for' 
'AFor 'attribution, purpose, the GOG~will submit to AID on a qu3arterly basis a 
comrpmlee lis o eigible imports which were purchased during the quarter. 

r The initial qurer eotwlIb~um tdthe nh .fom h aeo
the first-isbrseient.A Sud5seuenreports willb'esubititedat three mnrth 
interval~s tir6nih'atdatie., (36cu'toms''Ichnica'l assistance provi'ded.,toGa unider 
the Fica ReomCmoe of the'regional Public Man'ageme'_ntan~d Policy

PlnigProject (PPP),wlIpo ,giace, nth'erost ffective means of. 
woitouin an eodn nu dat~a to'satisfy AID repoting requirements" 

withou ovrbre gan understaffed customs department.a 

From the ist submitted by the COG, AID wiall .selct anad approve inwriLing the items accepted by AID for attribuio'ndera the terms of the~', ~' 
~a,<a-. aqreeinenL. While all U.S. imports will/--,,eligiblefor attribution, raw

4 1 materials, spare'parts, and intermediaL_-yoods will be, iv~en,highest priority 
for AIDL acceptance for attrib~ution. ~aAaaA~ 

C.,.$ LncaI0Qr rency Usesa 

Local currency made available under the ESG-III' Program will be used 
. [4or the COG budget as mutually agreed in writing between AID and the GOG. 

Pr ior to Initial disbursement of U.S. dollarsithe GOG will submit for AID 
approva L a tis t o f budge t line items requiring f inancing. TIhe items to be a 

suppoLedK with) rSG iii counterpart -w il e selectedafrom: (a)essential, 
Infrastructur~e projects, externally financed, for which domestic counterpart
 
tsgrequired; (b) elements in thed recuirr'ent budget which relate to, investment.
pr'omotioni;'and (c)..recurwrent expnditures.citial t anann seta 
services. RDO/C currently exepa thl abou'A'maicntaiin esengraA 

'A"AAa ,.a assistance wll'go6owr tepeti' abuof the 
t 

progam.tt ~6n 

~jA41~'hoa'a ca Icrrency wi1lbbe d isbursed'using implementation arrangements4. ''a 

appie under ESS-I and ,ESG-II. 'After cfnditions to. Initial, Disbursement -havebe ail dincludingh mutualagreemen n 'tob upre
'A '' the ~~~tl on'budget, itestbeupoed

with local 
at 

rrency made available- u.nder~ESG7111, U.S.- doll'ars will be!a
 
a~~aaataA ALransfered to the'ECCB account in th'e, New York. Federal'Reserve Bank with 
 .a2A' 

tnstruction [or the-local currencyI eAquivalent to:b disbusdbthECBoa.
,jt'be'a~ sj ure by the E to 
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GCX-designated account in a commercial bank intermediary in Grenada. The 
account will be drawn down upon by the GOG only to finance budget line 
items, mutually agreed upon by AID and the GOG. A full accounting of 
local currency uses wfl be submitted to AID on a quarterly basis. The 
report wi1l list expenses accrued in the quarter and provide a separate 
list of current expenditures. AID will review the reports and advise the 

GOG in writing of any expenditures disallowed and the reasons for not 
al lowing them. 

Local currency made available under the ESG-III Program will 
also be used to defray AID program local currency operating costs in 
Grenada. The equivalent of US$300,000 will be transferred from the GOG 
account Lo a special AID Trust Rund Account to be drawn upon by 
USAID/(renada to meet such operating costs as office rentals, utility 
bills, local salaries, transport and any other expenses related to AID 
operation.; in Grenada. 



-VT HILNNTT ARRANGEMENTS 

DsbIursements1 crmanspot 
:i 

PD 
*4i;i Lhe CO: 9 cnoncpor~. Imdiately upon authorization' of the, 

S$7 mUIi4on'requested, AID wil1sign a Grant:Agceem~ent (ES-III),' < 
dDlgang' th e entire t7 nIlin 

'7'' 13> Method oE; Payment USS7 mi1Iion grant- will be d isbuisedn-The 

t-.11hre Lranches2-,., Us ing,,th eelectronic .funds tra'nsfer methodo~amh' 
Ai~l.arhi'~e hen~conditions have' ben,sjtsidf*ec 

H . rsshbdld'be deposited~i n thet'dsbfrserenL', indicating~that. th~e U'.S doll 
ast, n Carlbbean ,Ce'nra?'ak EC 

ofE'Jew York. The furhd transfer i-reuest wil Antuct thie ECCB".to credit ,j, 

the (iOG~'s-account' mn'a designated commerircial: bank .'in G'ren'ada w'ith' hi> 
quiale'Cbthe U S dollar~disbursemen'. The,O/">

Control icr's "_Office and USAI/Genada will be no ified bycbe weh 
d A I r ,E ycb''he h * 

*,C., MonitorinQ ~~ompliance'with the ,covenant requiring an 
eilJivalent',aripuntL of i th~e US wlth in'Lmports 6 f good's and'serviceb",from 

twe Ivefnonfis~of~ eachd isbursementwill be, monitored, f ron.the Iisting of ~
 

Seliqtibve,ifport~s purchase(drn ch 'bre' h'h"i'esumt
 
toI'A D,on -1 from E ibreetThe,-.)
atrybs Er-the date of firt 
4c~stin avisor Providing' assf'st'anc6 under the'.Fi&7LRefr CbTPonnto 
Lh&L-e ional1, jm Maa6etad PolicyPPanriing,Project.willesr 

appropria_'e monio insytm e lceoethe~first.disbursement,:rc~ 
~~~~~ r, funds. :~ " ,--,. *.**>. 

COMPltiance w ith agreed upon, uses o f local currencvrmade,
 
ci>.~..~ the ESG-IIT-.Prograrh will be moni tored, fom,monthly
va LI ab Ie unde r 
reports submitted by~the GOG'. ,'Compliance with all 'other -conditions 'and. 
covenanL3 of the' agreement willbe reviewed on a bi--weekybasis during 
t.he consulLation group sessions between the GOG and AID. . 

f . 

4 
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VI..V Cnditions and ovenants 	 ~-

L qT ienegotating process with the Government 

1teGranAgreemena tar tss, 

Encton o[A IDEu6ded, studies f or ,the Governmentcontnue 	 'n nfatinuei.p unlif.theconc1ng ootha 	 that a intraincon at
Lthe momo-e-rn-part ii'sa resultof the newGovernments, evolvingtttude ,toward mayohh oiycanges durreIntly. contemplated. 

Wr~lg hegrant, period', which -we envision wi, extend :over,. te remidr
of, the calendar year (1985Y) ,discuss ion'.of .onditi'onality will contihue, 
So'me'o f~the changes propose IdbyAID the Cve IrnI menLt i s unwil1in g tIo take 

tjheya more knowledgable about, thel ef-cts o'f'these changes-on a
 
small very -open economfy.7 Consequently, some ,spects' j6f~cniin~t 


willnotbecome~specific until studies -are completed'and AID, and:h
attimany, o tohe 	 elicen a Susedhn 
wil occur hh nscussionsjoi&USear9 sc 

'The Gvernmn~t's anathemIa~with. regard to. "timetales"_ is 
-n 
 with. e nly easyto AIDproses
 

conditionlt inacedt each.KRather. than inscribing,-speclic dates~
 
for'each'tranche inthe Grant AgreemenAtID will-tie conditions -tbach
 
transhe and leave the precise disbemnt e upto theGv'rnment
 

Sreee nable disbursement. dates-
th e t ihe needed n giventh Ge.rhent
tso fulfi1 s .. .s.cash 

rai ,'u-Lote].~s;su ee t;:f!£hree tra~l'nces Owia T dr.i!iL1ow 	 si at ion---wil11 be 15 Augusti 15 October, and"L15, December, 1985. 
ondit ions Pre4cedent to'Disbur'sement -

1 ~ Cctoonditions -Precedenti to Ihta'ibrsmn 
hel Le ,........ e ec veK($3 	mnillion),,howeer, tha t zt 	 -g 

Pr ior to the first disbursement Of three mill1ion d~arune
 
th is Grant, or to the issuance by AIDof documentation pursuant to which
 
s tich-d isbursement will beinade, the Grantee willexept as the Parties
 
Iftoy othewise agree in writing furnish to AID, infor~m and substance
 
!"atisfactory, to AID:-

(a) An. opinion from the Ch ief kegalI Officer of the Grantee stating
thvhis Agreement has been duly.uthorized an d/or ratified by, and
 

r'XeCULod on behalf oE' the Grantee,1and that it constitutes a valid and

-g'a 1y bin~ding obligation of th 'Grantee i~n accord nce withalo t 

Lerins; 	 '1I 

(b) A.statement-reptresenting and~warranting that the~nained person 
- or per.sons1~have the authority to act as the representatives of the

Grantee together with- a,specimen signtre each person' certified as to*f-

Its'authenticity'; - ,--

dene i)(c ~v tat EheGrantee hasI established 'a special and,
.3(,paraLe loca lcurrency account in' Grenada into which>Lhe Easterh :-
CariL n dola e uivalentlobf the1 'rn wilbdep6sitd,: and (ii) 

t-hi'. dran Le e LS commit t e d t o depos i t~In th i s~accou~n t immed iatel y.upo n;--'--
(3Lbuir nent 0 f eachLrainche -of1 thle'Grahttroceeds -an. amoun'E ,in lo6cal-'I -

currency cquitvalen tto he dollars'1 disbursduer the Grant 

-

:KM
 



-3D
(d) A mutually agreed upon list of GULbudget line items to whichfunds mIade available under the terms arid conditionsAgreement will be attributed, including trust of the Grantfund resources; 

se'tin 2. Uonditions Precedent to 5econd Disbursement 
($z million) 

Prior to disbursementmillioni dollars of the second tranche of twoor to the issuance by AID of documentation pursuantwhich such disbursement towill be made, the Grantee will, except asParties may othturwi.se theagree in writing, furn*sh to AID, formin andsubstanice satisfactory to ll;
(a) An "economic pro(rdm," (LHIP) including discussion of steps to 

be taken on the following: 

i. desijrning a comprehensivu development strategy; 

ii. the recommenuiation of thu working group on 
state-ownd enterprises; 

iii. streamliniing the investment approval process; 

iv. reduction Of market restrictions: 

V. privatizii i government-heUld agricultural land; 

vi. impleme ntinyi fiscal reforms. 

(b) Ltarificatioii from the Government on how Grenada intends toclos tihe untl-irnuanced fiscal gap, and evidence that the GUG
been takinig actions to effect this. 

has 

.t-:)itli 1. Wiidit ions Precedent to lhird Disbursement ($2 million) 
Prior to tl,- third disburseirientLhi., Ur,nt, or the 

of two million dollars underto issuance by AID of documentation pursuant;,uc clLsblJrsciiieli to whichwill b macde, the Grantee may ul.herwise agree ill writiiig 
will, except as the Parties

furnish to inAlI, form and substance
ati,jLsldtLry Lu I1l): 

(a) Lvi.denticu tLhal the rirst draft Of the Comprehensive Development')riLat!UJy lid's bter circulaLed within the UG. 

(h) Lvidence ur significant progress on privatization ofLitt -owe..Cute is set forth in the LHIP.
 

(c:) LvjidiL that 
a :;tLreamlined investment approval processj. iuelplace, (Jllted ill the Investor's Guide, 
is in 

and that steps identified inLte IHillP rtg'uudLj.llj lti s process have been taken. 

http:othturwi.se
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(U) Lvidence that market restrictions have been significantly

reduced as specified in the LRIH.
 

(e) Lvidence that agricultural land privatization is progressing as 
set furlh in the LHIP. 

(f) Lvidence that the Government is fully considering the reformoptiJns proposed by the fiscal reform advisory team. 

(y) Lvidence that the GUG has reduced the fiscal deficit as agreed
in lhe second disbursement. 

4.et LO(LL Covenants 

(a) It! Grdntee coveniants to provide to AID, through theconsultative group, timely monthly cash flow reports in sufficient detailtu show omuthly financing gaps and how they have been funded. 

(b) Hie Grantue covenants to advise AID prior to engaging in anynon-concubsiurnal external borrowing or any domestic borrowing, other thanthe amounts announced in the April 1985 budget estimates. 

(c) Ihe UranLeu covelants to notify Al prior to increasing publicsecLur wages beyond the unit levels provided in the April 1985 budget 

(d) Agreement to regular UbU/GUG consultations, no less frequentlyLhan on a bi-weekly basis, on progress under the ESG Ill program and

'ulatud wconrlomic policy-issues.
 



~<> <J~J 3A (1) COUNTRY CHECKLIST-, 	 ~~T 

Lh (:1riteria,Iisted',in Part Aare applicable. generallyto FFA funds, and ~, 
shoujd b e ued"i rrespecti:v e of~the'program'sifundin g,,source.- In IPa rt B a 
dLtntin slmd'btee the criteria applicable, to Security Supporting 
k9sStance, and t he,c-iei aplicable to Develo'pment Assistance. Selection 
of the appropriat~e criteria willI depend, on the funding source,:of the program'.

4GINERAI4 CRITERIA FOR COUNTRYSA. 

I1 FAA sc.481. Has it been determined No.
 
thati the governmen~t of recipient.
 
Country has' faied to.take adequate6
 
steps~to prevent~na cotic'drugs and 


4 7othercontrolled substances (see-
<
 

definied b the OCpmprehensive' Drug,
 

r n:part-in such',c'untry,orI 
Stransported throughjsucli/country,, from 

being sold~illegally within,~ the jijrs- i 
diction of such counryto U.S. G/er n-Y .. , 4 

>ineant personnel or their dependents or . ' ' 

from entering the U.S. unlawfully? 
' 

' 

PAA Se_-c. 620, (b).. If.asistance is to Th e newlyelected governmnent 
he given toaagovernment, does the, whichtis suppotdsrnl 
Secretary oE State determins'.that is ~ by thU.S.'backs parla 

.2.. 


not controlle~dby theinternational, 	 meAary deocatic rule. YIn,' 

State had never rue tha 
the former administrtion was 
controlled by the Interna

3. 	FAA Sec. 620 (c). If assistance i's to No."
 
government, i's theg6vernment Iliable
 
as debtor or unconditional guarantor
 

on 	 any debt to,a U.S. citizen for 'hoods 
.:'Vor~service~s furnished or or'dered where 

S4den 	 ied or contested by stich, government? 

4. FAA Sec. 620(c) (1 If assistance is'y No.~' 	 1 

~.4"'~ - to a government~, Fas'iE: ("includi ng, n. 

. 4	 4 .4 4 14...government. agencies or4'subdivisions) 44,
4 $ '4.4.4% 

I1aken any act ionwhich has~the'effect, ~ 
o 'r, ' 	 44 4oE 	nationalizing7exprpiatLing,'6 


44 4 '"~~~~thrieseizing-4ow~ners ho'r control.. 

~~~~o r p r yo . . citizens or',..4.44. 44 	 4i 

http:or',..4.44
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eni~s'ee ialyow.qhed-by themn~~~4~ 
wi hout 	tak pinsLeps tLo' ~schar etts ~ 

' obigations toward such~ citizens or~'\ ~~c ~<J 

<5. 	-FAA Sec,. 62(f); ,,App.- Sec. 108,~
is' recipient~toun~try~ a communisL e ece governent i 
contr?<Wil ass stance~ ~Grenada 	 is 'no conmunIst 

of Vietna (Nrt Vitnm ,. Sou' . 

Vietnam, Cabod~ orLaos 

~'~->6. FAA Sec 620(i)~j Is recipient country NO. ~-	 ~
i n any way jl'involved i n (a) s ubyers ion 7

of, or militiary aggression aga. ,st,-" 
reei.qUS assis.ance or> (b) the4 

~ plan ihc of4sch SUbversion ot: 


a .~ggre:ssion? ,, 

Ha~s 	th
1. ~< 7. FAA S,,.c. 620(j)' (;a) country No.744~.A 
permitted4~ , or fail-ed t~o-take adequtei 	 ~ 
m~ to prevent-te damage~orreasures 

A ~~~~~desL ctlo-n" b y'mob actionh of U.i ;j:7~~ . .. 

68B A AA 	 Sec. 620(1; :If the- couintry. h' N/A .~r7
 
atle o'einstitute the-inestmnL 
 -27t6~ 7,, 

i6r~~y brog'' mic orheL spec ifcLc' 
iik3o E-exproprlat ion- <., 	 .,.nconvertibl ty or'confiscation,6..
 

has the 'AID AdminisErator withjin the,66
 
pais L'year, considered denying
issiant 	 s uch government for ~7*-' 
th is rebaso'n? 	 ~6~>h~. 

r> . 9. i"AA Sec. 6'20(o); Fishermen's Prtcie cre'aa has'nete seized7j>
Act. of61967, as amended, Sec.'5 1 the{--nor imposed~n enalty.

>country has seized, opr.mposed any o~or-sanct ion agains t U.S ....... action-.a'gainst, n U 5'6' fishing activities.' ~j~&eaity o 
6 

Eish'ng activities nnernationa1-l, 64 

via tern 
6 

-'A-	 6-iS4<6V 6$< $46 v 

(a h7i 	 any~d. duction~required~by>..<. .V--666-

F6 heme's Protective VAct~, 64'' 6$66 '~V~--, A Y~A4~S44~been maide? ~%'~~66i-6,;-dQl 	 ,'<V 

(b>A4 s coplt deV~ntval. of. ass istLance~. '-.. > V~AV.Y:2"6 

7 -:6$ < een considered by A~I.2~ 6 -2 ~~ 4 

-' "Admi 	 I o>-"" 6'6',A 'V664 "4 
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~~j)on interest~ or pr~ni f-,,iof an'AI 

,Lhan one year in defau1lt on interest orJ% I<,. 
~~p~cplo U.S. oan-,nmade','.ptsuant ........... 

prccmfor~which funds ,apro~ ; "' 

~~vdebt.'was earliedr disputed or appro- .
 
~~ ~~pr iate steps o~> rae ~Ii(Y;,
 

.1 'FAA Sec. 620(s) . Wiat.percentage of Wihtedsadeto 
conr bugtt3fimltr'~pe- h: eol!s eouinr 

ditu res?. Fiw much~qof oreign'xc g Ary- Grenada's adminis-~k 
'r4~ fliiita'ry 'e'quipm~ent? not all6atgesources spenL on J.Utrato'is-?i 

sopistcaed eapns,,s Eim?(consid- ~expenditbres. 
ertrn-:-tese'oi i h1s of mn 

1Uodiite ih heBureau&for,,Program 

Cob r 'n Mi itary Assitance ~ 

t~,2..>FAA'Sec.-620(t)L4 Ha,., the' country Grenadas,.elected govern--I..'.. 
. severedidipomaire a ios~wiLhl .as.dpoat me 

t~4t he United2States? .[f sohv rethey...-Wm t eUiited~ 
~'~<been,'r6'sumed ,and h.'~n ,blat'a Staes.*bl.tra 

assstaceagreements beenkinegotiated .'assstnce'agreenent h,:I 
and entered intolsince'such resump~ion? be~eoitd with the 

3.FAKiSecI62O(u)., Msia t is the payment ~ Grenada- is still in arrearsi 
status oVE they countryIs U. N. Amuiaih Miic
 
0tbli~atLions?' Jf~the country Csrin pIrogressin,meeting its
 

~ ... i~. 1 rrearsV were4 such' aaes-,taken into "obligation to te U N
 
...........by the AID Adinisrator in
, 

.,~..........determining the 6durreriLAiD Operational.

Yea r Budge L?, 117:;I'.">),.~, 

~"~"~'w t14. 'F:AASec.1 620A. HIas Ithe countrygrante' ~wNo'. 
.,, jsanctuary from, prose cutii to 'ny, 

~,::?indvidual or group wihich has'conitted~... ",. ~ 

1<:5.,,M Sec. 659. if t(a)~rmiitary base, is~ Wh~ile the U.S ~Idoes not,~ 
'"'l~ocated4 in recipien~t coiuntry,, and was hva uh"mltr 

. 1con-stLructed or 1is being maintained or baei Grnd' ' 
0oprated with funds furnished by .they *,..military personnel Iare on 

... 

United States, and (b)-U.S.t personnel t.<'h6,hisl'nd. As oniton 
'carry outi mrniiary oprtin from.such stbilize on the island, 

http:Page3.f1
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base, has the President determined that the personnel will be
 
the government of recipient count.ry has departing gradually.
 
authorized regular access to U.S.
 
correspondents to such base?
 

16. 	 FAA Sec. 669. Has the country No.
 
delivered or received nuclear enrich
ment or reprocessing equipment,
 
materials, or technology, without
 
specified arrangements or safeguards
 
etc. 	? 

17. 	 FAA Sec. 670 Has the country delivered Grenada, which is not a 
or received nuclear reprocessing, "nuclear-weapon state," 
equipiment, material or technology? not deliver or receive 
Is the country not a "nuclear-weapon nuclear reprocessing
:;tate" -:; def ind in Article IX(M) equipment, material or 
of Lhe Nuclear k)n-roliferation Treaty technology. 
and on which detonates a n ,clear 
oxplos ivo dev ice? 

1I8. 	 FAA Sec. 9 )1. Ha, the country ci,,nied No.
 
its citizen:{ the ri.ght or opportsnitv
 
to emigrate?
 

B. 	 FUNDI1G SOUiRCE CRITERIA FOR OUNTRY 

I. 	 S.-curity Sipfpo)rting Assistance
 
Cr iteria
 

a. 	 FAA Sec. 502B Has the Department Department of State has not 
of State made findings which made any findings that 
Lndicat that the country has indicate that the Govern
engaged in a consistent. pattern of ment of Grenada has engaged 
gros. violations of internationally in gross violations of 
recognized human rights? If so, is human rights. 
program i n accordance with policy 
of this Section? 

b. 	 FAA Sec. 5 31 Is the As;sitance to Yes.
 
be furnished to a friendly country,
 
organization, or body eligible to
 
to receive assistance?
 

c. 	 FAA Sec. 609 If commodities are N/A. Program support is 
to be granted so that sale to be furnished in the form 
proceeds will accrue to the of foreign exchange rather 
recipient country have Special than commodities. 
Account (counterpart) arrangements
 
been made?
 

/
 

http:count.ry
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2. Developmbn t ssistance Country,~~AV~ 

criteria benetbihd and taken Economnic Supr Fund 
into acout toase commitment and (ESF). 

of. country,-i n eorgs etvl 
the- poor in deeomno 

~~ ~ such~indexe.sas: 
Sinvolvin~g 

-

~ ;:i~:~T() smaIl-farm'l. .bor, intensive 
~'>-~~q.gricblture, (2~dcd~ant ~ ~ ~ A 

morLalt %'3)population 9ot 4 
--

~~ ~ ~4 equaay dfo11ii nconm e distribution , and 'A y--  *A

(5)uneployment. 

'''.ecir~tysupporting assistLance, 
.. AMiddlie EasL pf~ace fuds?,, if so hasA
~~6d or 

-A"J' .',AAisuch funds, or4.'s$assistaice for 
A-'4 progam, humaitarian aid ' 

-~ A'A~A~A. ~ Athrough.i nternat'ional ocganiztiA s 
'Apopulation 

FAA Sec. 1.16. Can i~t be ~ 
~demonstrated that copt'emrpiated 

'~C. A> 'A 

A '~~

assistane-1 dir''"A-""eiLth 

neEd? h! hasheH Department of 
State made Cdingsiwhich~' indicat'e thatAA 

Aconsistent pattern of.,aross violations 
'"A-A-'I AhAAman d-

oEAli'AernAtional 

rights?,' 

yArecognize 

'A A ~A' A 

A -d'.. 3.. FAA Sec' (7)A&(8);~ '01bA'5 A 

A')(4 Sec. 208:21 (7) DesAcribe 

'Axtn to which couA-is:''A> tr -

(1) Making iaA'e eA-fo'A- ''"''A" A 

AA'AA'Ainceas foodAA, prdcto and A - A' 

"do escrieAAAASe or.2fore211 nand)(7.k'~AA 

A- Lv ,enep is n 

A }iA-AestA-Aen't~A '~CAPA-AA~ 

A- A' A 
-
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3 Inreasing th e:Pub '~pe~~$t 

~j;:~% ~ resources~to develo~ipent ~.-A 

(b)WDiverLing such resources' for>~ 

San 
~~ ~unnecessarimil'itary~ expenditure 

d inhterven~i6 niinaf fa irs of 
othe E~ i 'inidependent 

z< 7?i Y 

* ~ 

:~ljf>j~reform~s such-asj Collection 'improve-
Ments and ch~angqes in land tenure7 
a rrangements , and mak in~g ptogres siowa rdA~ 
respect [~or the rule' 06C lawA freedom 

ff~~cognZinq91 Lhe importance AnVda 
fexessintiative an priat 

I 

~3, 

6. 

:I~of, 

II 

Ohriersodn to the vital
econoi ;pitalrid soca concerns 

ilts pebple, and demonsLr-at"i~a ,~ 

clear; determinationto~take ef fective~ 
fe-hhlp measures. 

Sor 

ee. 
-' 

FAA Sec. 201(b) ,211(a) . is the country ', 

among the 20 countries.,,i&'which developmentr 
~ ~ ssistanc'e loans may:,belmade in this-- -

fica y,'ar, among the 40 in wc 
devbopme t assistance. grants -(othe r than 

o-'~-r s l-e pro.jects) may be-ade 
I 

I' 
"V'.A 

1 

. 

"' 

j 

1 ' * -* 
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NONIEC~~~~~~3 (2) 	 AS ITA~44 C CHECKLIST-~ ~ ~ -'~~' ~~A-4' 4 4'4' 

ndLd !3,hoube, U 	 g sore Pagen 7ormsatBaof4 

d~stncton~-tsci~eL ritria app idable to Security'Suppo Ling<Aistance and the c'iiteria ap1iable t' De~e~mn nace. ,Selection:0 

'-' of: criteria will1 depend on the fund ing, source of the, program.
6the appropriate 

A.G RNiERA[JCRI TERI A FOR- NONPRC.JECT ASSISTANCE4 ,4 4 

LApp.I . Unnuutered; FAA: S ec 6 53 (b) ' -

<,-  (a), Describe how Committees. on Appro-; Congesionalnotific'aton 
:.pri.ationsf Senate and' Huse-have'been a eiitasitd 

A project assistance; -  4 

(b)isassistance-wthnOprationailVYrwil

1s rwouc o'fnih wlncm


Budgt)jcountry or-international-orga'niza- monies-reprogrammied-from 

4 d~Lon allocati'on r eported to the Congress~ rmLIa~.
(or'notmore than $1 milinoe that 
figure plus~ 10%. 

2. 	 FAA. Sec. 611(a) (2) If further legisla- N/A.-

L44
ive action is required within recipient 4 

c--ountr~y, what is basis for reasonable 
4 -'4expectation~thaL such action will be

444completed in t Lne to permit orderly4 
accomplishment of purpose of the assis
tance?) - -

3. FAA Sec. .209, .619 Is assistance more To achieve desired impact,.
~2,--

,, 

efficiently and effectively given the mdbiaea 	 s 

-through 	 regionalt ormultilateral preferred,,although 	 -the A 
4 

' K -organizations. if 	 so why is assistance program complements 

4-	 - not so given? Informnation and con-	 strongly'.other donor '

.4T.cLUSion whether. assistanceAqill programs
 

ecuaereonldevelopment 
 . prrogmsrams.4 

444' 	 - [[,assistance is--for newly '.independent 

country, i's it furnished through multi

lateral plans to the maximum extent 

-'. 	 -~-' appronr iate? 
4' 

11 A Sec. 601(a); (and Sec. for201(f)-	 The program will: (a) have '4-.

-. 	 - -developmentiloans). 4 Information 	 aand 	 positive~ipc onnt 

4-'4~-4'~ .; 
4 

K1conclusions whether assistance will-.~'. national trade and private 

~~ ~ncourage effor~s of,'he country to: - ---- ntait n ti~on, 
- ' 	 ompe >

4 . 

-44%~~2(a), increase fiow ofthef internationalj-(b),)iimprcve technical 

trd,', -b foster private 'initiative ~f i0 t"'- c ie n'6 inthe6 produc-' 

andcorppetition; (c) encourage develop- tive sectors;, and (c) 



-------
-- 

-- 

--

--- --- -- --- --- -- 

'€:71,0V"(

- inen ,andus e~o f .cooeaie, crdi 	 t r~e t re or --.~ 	 ~~ unit&-s, and's,*vings and 1,oar~associa- unions.lbo 

-o fr L hi's" jd discOu ra9e, monop II st ic -~-

Spr 6c Lices- ke)., .impr ove technlica'l., :
 
-- ~~~ - eficiency of: indstry,1'a.jicuiture, 


S-an commnerce;, an-d (C)-strengthen freeh 
---


Lab or knions. 
 -. 

'<~ '7~ 5. F~AA Sec. 601(b). Information and con- The program willhave 
---clusion on how assistance will p i 

34 

-: 
 a oo 
encourage U .pvate.trade' Grenadas growth proes-UrFe3
 

abroadinoreignassisLancem lt 	 pects?,which :in turnproqrams ( inc.luding 'use,of pr ivate --- -w~il l crg (a) :U.S. y>trade'channels idthe,services of private trade and'inves t---
't uentarn oLse) 

--

ei}nt abroad and, (b)-: 

~priva~teu,.,S. 	 he itivui ,participation:
 
n fore igassistance 

- - programs,. 

AU.,L'n612(b); Sec. 636(h). Describe Local curencyexcluding.
s Le ps t en to assure that to theFUoser 
 monies a llocated for-- 

- axtm'um'extent possible,, the country the TrustFund, will fund 
- is 	cOntribu'ng,,1-*ca1 currencies to meet recurrent b'udget activities

-'--- -' 	 <~the cost of contractual and (oLher '> A $300,000 Trust Fund will 
- -,<7 services, and foreign currencies o,,ned j be establisetoep 

'"~'' 	  by the 'United States are'utiliie'd to - f i-fnance: the cost of the AID 
meet Lhe.cost,ofE contractuaand, program in Grenada., 

<-* 	 7. AASrec. 612(d). Doeis the United, No.
-- ''' excessfoeg currency33j~
States own 

and, J[ so, wha a rra'ngements hidve been 
-'

made for its release. 

-B '-?UNDING CRI TER AFOR NONPRQJECT ASSISTANCE' 

31.1
-- 3- Nonproject Crteria for Security 
- 3-i 3 
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L dabove. 

4~Pararph isss detail''f h -1985,budget'(ee Table Bit)
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Table B6: Debt Servicing 

(US$ Million; Percent) 

Percent 
1984 1985 Change Change 

TIotal. Debt Service 11.3 12.0 0.7 6 
Interest Payments 4.0 2.5 -1.5 -37.5 

DoIriestic (0.9) 
ExLernal (1.5) 

Sink inq Fund 0.4 0.4 0 0 
Principa I Payments 6.9 9.0 2.1 30 

Dolest i c 0.9 
Ex te r na 1 8.0 

,ibya 2.0
 
CDR 0.3
 
JI~ssey (Airport) 1.5
 
CDB 0.2
 
OPEC 0.6 
[Mi 2.5 


